REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA LEGISLATURE AND THE 
COUNCIL ON THE PIXLEY KA ISAKA SEME LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Pixley Ka Isaka 
Seme Local Municipality, which comprise the statement of financial position as at 

30 June 201 1 , and the statement of financial performance, statement of changes in net 
assets and statement of cash flows for the year then ended, and a summary of significant 
accounting policies and other explanatory information, as set out on pages xxx to xxx. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), 
and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due 
to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 
of 2004) (PAA), my responsibility is to express an opinion on the financial statements 
based on conducting the audit in accordance with the International Standards on Auditing 
and General Notice 1111 of 2010 issued in Government Gazette 33872 of 

15 December 2010. Because of the matters described in the basis for disclaimer of 
opinion paragraphs, however, I was unable to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Accumulated surplus 

4. The municipality could not provide sufficient appropriate audit evidence to support the 
changes in accounting policy on current period long-outstanding items stated in the 
statement of changes in net assets at R18 772 477. 

5. I was unable to satisfy myself as to the accuracy of the non-distributable reserves 
amounting to R951 786 960, due to properties amounting to R26 815 071 being 
overvalued. Accordingly, I could not obtain sufficient appropriate audit evidence as to the 
valuation of the closing balance of non-distributable reserves amounting to 

R951 786 960 disclosed in the financial statements. 

6. The municipality’s records did not permit the application of alternative audit procedures. 
Accordingly, I could not obtain sufficient appropriate audit evidence as to the valuation 
and existence of the closing balance of the accumulated surplus as at 30 June 201 1 to 
the amount of R155 642 736 disclosed in the statement of changes in net assets. 


7. A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 2011. 

Value-added tax (VAT) receivable 

8. The municipality did not provide sufficient appropriate audit evidence to support the net 
transactions amounting to R9 946 647 in the VAT account disclosed in note 1 1 to the 
financial statements. The municipality’s records did not permit the application of 
alternative procedures. Accordingly, I could not obtain sufficient appropriate audit 
evidence as to the valuation, existence, rights and completeness of the closing balance 
of the VAT receivable amounting to R3 227 245 disclosed in note 1 1 to the financial 
statements. 

9. A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 2011. 

Property, plant and equipment 

10. The opening balance of property, plant and equipment of R917 076 057 in the financial 
statements differed from the opening balance of RO in the general ledger. The 
municipality could not provide an explanation or supporting documentation for the 
difference of R917 076 057 included in property, plant and equipment amounting to 
R721 176 740 disclosed in note 6 to the financial statements. 

1 1 . The additions to property, plant and equipment of R23 706 092 in the financial 
statements differed from the additions of RO in the general ledger. The municipality could 
not provide an explanation or supporting documentation for the difference of 

R23 706 092 included in property, plant and equipment amounting to R721 176 740 
disclosed in note 6 to the financial statements. 

12. The additions to property, plant and equipment amounting to 42 155 450 resulting from 
assets funded through conditional grants for which conditions were met, were not 
included in property, plant and equipment, resulting in an understatement of property, 
plant and equipment of R42 155 450. As the municipality’s records did not permit the 
identification of the contra-entry, I was unable to identify the other account affected by 
this error. 

13. The depreciation amount of other assets amounting to R8 793 283 disclosed in note 6 to 
the financial statements was understated by R5 861 526, as a result of an incorrect 
application of the useful life. Had the useful life been correctly applied, depreciation 
would have increased by R5 861 526 and assets decreased by the same amount. 

14. The depreciation amount of infrastructure assets amounting to R518 745 514 disclosed 
in note 6 to the financial statements was overstated by R87 422 665, as a result of an 
incorrect application of the useful life. Had the correct useful life been applied, 
depreciation would have increased by R87 422 665 and infrastructure assets decreased 
by the same amount. 

15. Due to limitations placed on the scope of my work, I was unable to physically verify 
infrastructure assets amounting to R59 778 589, included in the infrastructure assets 
amounting to R532 246 786 disclosed in note 6 to the financial statements. 


16. 1 was unable to confirm the completeness of property, plant and equipments due to 
limitations placed on the scope of my work by the municipality. The municipality’s 
records did not permit the application of alternative procedures. Accordingly, I could not 
obtain sufficient appropriate audit evidence as to the completeness of the closing 
balance of property, plant and equipment amounting of R721 176 740 disclosed in 
note 6 to the financial statements. 

17. Included in property, plant and equipment were properties held to earn rental to the 
value of R5 096 695. According to the Standard of Generally Recognised Accounting 
Practice, GRAP 16 Investment Property, these assets are supposed to be classified as 
investments properties. Had these assets been correctly classified, investment 
properties would have increased. 

18. A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 201 1 . 

Trade and other payables 

19. The municipality could not provide sufficient appropriate audit evidence to support 
transactions processed to the other payables account amounting to R1 120 337 
disclosed in note 8 to the financial statements. Consequently, I did not obtain sufficient 
appropriate audit evidence to satisfy myself as to the valuation, existence and 
obligations of the other payables amounting to R22 346 039 disclosed in note 8 to the 
financial statements. 

20. Trade and other payables were understated by R545 239 as a result of retentions not 
recognised n the financial statements and ledger. Had the correct amount been 
recognised, trade and other receivables would have increased by R545 239 and assets 
would have increased by the same amount. 

21 . A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 201 1 . 

Trade and other receivables from exchange transactions 

22. As I was unable to evaluate the reasonableness and consistency of the assumptions 
used in developing the collectability of debtors, I could not verify the method and 
procedures adopted to estimate the provision for doubtful debts amounting to 

R23 858 654. Accordingly, I could not obtain sufficient appropriate audit evidence as to 
the valuation of the closing balance of trade and other receivables from exchange 
transactions amounting to R69 1 13 385 disclosed in note 2 to the financial statements. 

23. A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 201 1 . 

Provisions 

24. In terms of the Standard of Generally Recognised Accounting Practice, GRAP 17 
Property, Plant and Equipment, the cost of an item of property, plant and equipment 
includes the initial estimate of the costs of dismantling and removing the item and 
restoring the site on which it is located, the obligation which an entity incurs either when 
the item is acquired or as a consequence of having used the item during a particular 


period for purposes other than to produce inventories during that period. The 
municipality had not made provision for the rehabilitation of landfill sites during the year 
under review. It was impracticable to quantify the effect of the misstatement, as no 
reporting information was available to determine the amount. 

25. A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 2011. 

Inventories 

26. The municipality could not provide sufficient appropriate audit evidence to support 
inventories amounting to R174 638 disclosed in note 4 to the financial statements. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as 
to the existence, rights, completeness and valuation of the inventory amounting to 
R604 667 disclosed in note 4 to the financial statements. 

27. A disclaimer of opinion was issued on the prior year’s financial statements, and I was 
unable to determine the extent of the effect of these limitations on the balances as at 
30 June 2011. 

Revenue 

28. The municipality could not provide sufficient appropriate audit evidence for other income 
amounting to R18 280 224 disclosed in note 21 to the statement of financial 
performance. Consequently, I did not obtain sufficient appropriate audit evidence to 
satisfy myself as to the occurrence, accuracy and classification of other income 
amounting to R18 280 224 disclosed in the statement of financial performance. 

29. Service charges were understated by R 148 008 as a result of prepaid electricity sold by 
vendors on behalf of the municipality not recognised in the accounting records. Had the 
correct amount been recorded, service charges would have increased by R148 008 and 
trade and other receivables would have increased by the same amount. 

30. Services charges were understated by R623 536 as a result of amounts recorded in the 
ledger not agreeing to amounts received from vendors .Had the correct amount been 
recorded, service charges would have increased by R623 536 and trade and other 
receivables would have increased by the same amount. 

Expenditure 

31 . Grants and subsidies paid were overstated by R1 529 236 as a result of amounts 
recorded in the ledger not agreeing to invoices. Had the correct amount been recorded, 
grants and subsidies paid would have decreased by R1 529 236 and debtors would have 
increased by the same amount. 

32. Contracted services were overstated by R167 210 as a result of amounts recorded in the 
ledger not agreeing to invoices. Had the correct amount been recorded, contracted 
services would have increased by R167 210 and debtors would have increased by the 
same amount. 

33. General expenses were overstated by R1 564 561 as a result of amounts recorded in 
the ledger not agreeing to invoices. Had the correct amount been recorded, general 
expenses would have decreased by R1 564 561 and debtors increased by the same 
amount. 


34. As the municipality’s records did not permit the application of alternative procedures, I 
could not obtain sufficient appropriate audit evidence as to the occurrence, accuracy and 
completeness of operating expenditure amounting to R391 528 660 disclosed in the 
statement of financial performance. 

Material losses 

35. Section 125(2)(d)(i) of the MFMA requires the notes to the financial statements of a 
municipality to disclose any material losses that occurred during the financial year and 
whether these are recoverable. As distribution losses for electricity and water sales were 
not reconciled, these losses were not disclosed in the notes to the financial statements. 

It was impracticable to quantify the effect of the non-disclosure, as no reporting 
information was available to determine the amount. 

Cash flow statement 

36. 1 was unable to obtain appropriate audit evidence as to the completeness and accuracy 
of the cash flow information, due to the numerous items contributing to the disclaimer of 
opinion that affected the items in the statement of financial position and the statement of 
financial performance. 

Disclaimer of opinion 

37. Because of the significance of the matters described in the basis for disclaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit evidence 
to provide a basis for an audit opinion. Accordingly, I do not express an opinion on the 
financial statements. 

Emphasis of matters 

38. 1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

39. As disclosed in note xx to the financial statements, the corresponding figures for the year 
ended 30 June 2010 have been restated as a result of an error discovered during the 
year ended 30 June 201 1 in the financial statements of the municipality at, and for the 
year ended, 30 June 2010. 

Irregular expenditure 

40. As disclosed in noted 44 to the financial statements, the municipality incurred irregular 
expenditure of R6 145 916, as the expenditure incurred was in contravention of supply 
chain management (SCM) processes. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

41. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 include below my findings on the 
annual performance report as set out on pages ... to ... and material non-compliance 
with laws and regulations applicable to the municipality. 


Predetermined objectives 

Usefuiness of information 

42. The reported performance information was deficient in respect of the following criterion: 

• Measurability: The targets were not measurable. 

43. The following audit finding relates to the above criterion: 

• For all the selected programmes and objectives, 40% of the planned targets were not 
measurable. 

Compliance with laws and regulations 

Strategic planning and performance management 

44. The accounting officer of the municipality did not by 25 January 201 1 assess the 
performance of the municipality during the first half of the financial year, taking into 
account the municipality’s service delivery performance during the first half of the 
financial year and the service delivery target and performance indicators set in the 
service delivery and budget implementation plan, as required by section 72 of the 
MFMA. 

45. The municipality did not implement a framework that described and represented how the 
municipality’s cycles and processes of performance planning, monitoring, measurement, 
review, reporting and improvement would be conducted, organised and managed, 
including determining the roles of the different role players, as required in terms of 
sections 36, 38 and 41(2) of the Municipal Systems Act, 2000 (Act No. 32 of 2000) 

(MSA) and regulations 7 and 8 of the Municipal Planning and Performance Management 
Regulations, 2001 . 

Budgets 

46. The municipality incurred expenditure in excess of the limits of the amounts provided for 
in the votes in the approved budget, in contravention of section 15 of the MFMA. 

47. The mayor did not submit all quarterly reports to the council on the implementation of the 
budget and the financial state of affairs of the municipality within 30 days after the end of 
each quarter, as required by section 52(d) of the MFMA. 

48. The accounting officer did not always submit the monthly budget statements to the 
mayor and/or the relevant provincial treasury, as required by section 71(1) of the MFMA. 

Annual financial statements and annual report 

49. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors were not adequately corrected, which resulted in 
the financial statements receiving a disclaimer of opinion. 

50. The performance report for the financial year under review was not prepared, as 
required by section 46 of the MSA and section 121(3)(c) of the MFMA. 

51 . The mayor did not table in the council the 2009-10 annual report of the municipality 
within seven months after the end of the financial year, as required by section 127(2) of 
the MFMA. 


52. The mayor did not submit a written explanation to the council setting out the reasons for 
the delay in the tabling of the 2009-10 annual report in the council, as required by 
section 127(3) of the MFMA. 

53. The municipal council did not adopt an oversight report containing the council’s 
comments on the annual report within two months from the date on which the 2009-10 
annual report was tabled in the council, as required by section 129(1) of the MFMA. 

Internal audit 

54. The municipality did not develop and implement mechanisms, systems and processes 
for auditing the results of performance measurement as part of its internal audit 
processes, as required by section 45(1)(a) of the MSA read with regulation 14(1)(a) of 
the Municipal Planning and Performance Management Regulations, 2001. 

Human resource management 

55. The municipal manager did not provide job descriptions for each post on the staff 
establishment, as required by section 66(1 )(b) of the MSA. 

Expenditure management 

Transfers and conditional grants 

56. The municipality did not always submit monthly reports to the transferring national 
officer, the National Treasury and the provincial treasury on spending and financial 
performance in respect of the allocations received, as required by section 11(2)(b) of the 
Division of Revenue Act, 2010 (Act No. 1 of 2010) (DoRA) and section 71(5) of the 
MFMA. 

57. The municipality did not always submit quarterly reports to the transferring national 
officer on non-financial performance in respect of the allocations received, as required by 
section 1 1(2)(c) of DoRA. 

Procurement and contract management 

58. Irregular expenditure was incurred in contravention of the requirements of the MFMA. 

59. Goods and services with a transaction value between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different 
prospective providers as per the requirements of SCM Regulation 17(a) and (c). 

60. Quotations were accepted from prospective providers who were not on the list of 
accredited prospective providers and did not meet the listing requirements prescribed by 
the SCM policy, in contravention of SCM Regulations 16(b) and 17(b). 

61 . Invitations for competitive bidding were not always advertised for the required minimum 
period as per the requirements of SCM Regulation 22(1) and 22(2). 

62. Bid specifications were not always drafted by bid specification committees that were 
composed of one or more officials of the municipality, as required by SCM 
Regulation 27(3). 

63. Awards were made to suppliers who did not submit a declaration on their employment by 
the state or their relationship to a person employed by the state, as per the requirements 
of SCM Regulation 13(c). 


64. Awards were made to providers who were persons in the service of other state 
institutions, in contravention of the requirements of SCM Regulation 44. 

65. A list of accredited prospective providers was not in place for procuring goods and 
services through quotations, as required by SCM Regulation 14(1)(a). 

INTERNAL CONTROL 

66. In accordance with the PAA and in terms of General Notice 1111 of 2010 issued in 
Government Gazette 33872 of 15 December 2010 , 1 considered internal control relevant 
to my audit, but not for the purpose of expressing an opinion on the effectiveness of 
internal control. The matters reported below are limited to the significant deficiencies that 
resulted in the basis for the disclaimer of opinion, the findings on the annual performance 
report and the findings on compliance with laws and regulations included in this report. 

Leadership 

67. Effective leadership was not based on a culture of honesty, ethical business practices 
and good governance, protecting and enhancing the interests of the entity. 

68. Oversight responsibility was not exercised regarding financial and performance reporting 
and compliance as well as related internal controls. 

69. Effective human resource management was not implemented to ensure that adequate 
and sufficiently skilled resources were in place and that performance was monitored. 

70. Policies and procedures were not established and communicated to enable and support 
an understanding and execution of internal control objectives, processes and 
responsibilities. 

71. The implementation of action plans were not developed and monitored to address 
internal control deficiencies. 

72. An information technology (IT) governance framework was not established that 
supported and enabled the business, delivered value and improved performance. 

Financial and performance management 

73. Proper record keeping was not implemented in a timely manner to ensure that complete, 
relevant and accurate information was accessible and available to support financial and 
performance reporting. 

74. Controls were not implemented over daily and monthly processing and reconciling of 
transactions. 

75. Regular, accurate and complete financial and performance reports, which were 
supported and evidenced by reliable information, were not prepared. 

76. Compliance with applicable laws and regulations were not reviewed and monitored. 

77. Formal controls over IT systems were not designed and implemented to ensure the 
reliability of the systems and the availability, accuracy and protection of information. 


Governance 


78. Appropriate risk management activities were not implemented to ensure that regular risk 
assessments, including the consideration of IT risks and fraud prevention, were 
conducted and that a risk strategy to address the risks was developed and monitored. 

79. It was not ensured that there was an adequately resourced and functioning internal audit 
unit that identified internal control deficiencies and recommended corrective action 
effectively. 



Nelspruit 


25 January 2012 



AUDITOR-GENERA I. 
SOUTH AFRICA 


Audiiing lo build public confidence 


